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Over 120 foreign and Mexican businesspersons participating in a recent conference in Mexico City
sponsored by the Geneva-based World Economic Forum concluded that the nation's economic
prospects for 1991 are optimistic, despite expected inflation of 20 to 25%. Conference director
Claude Smadja told reporters that he heard no "pessimistic views" by participants in any of the
round table discussions. He said, "I have led forum discussions in many countries, and this is
the first time I have seen that." Geoffrey Milton of the Arab Banking Corporation warned that
the prevailing optimism is conditional on the government's ability to maintain current economic
policies. He added that foreign investor confidence in the Mexican economy is dependent on
continued privatizations of state-run companies, and the successful conclusion of a free trade
agreement with the US. In an interview published Nov. 26 by El Financiero, Forum president
Klaus Schwab said that Mexico's economic future will be negative impacted by economic recession
in the US, high inflation rates, and inadequate direct foreign investment. Schwab said that a
recent survey of business executives throughout the world indicated that potential investors are
concerned about the rigidity of Mexico's foreign investment legislation, exchange rate policy, over-
regulation of the transportation industry, and infrastructure inadequacies. However, he added,
there is a great deal of interest in Mexico's "salinastroika," oil development potential and the
upcoming free trade agreement with the US. The survey, conducted by the Forum and the school
of business administration at Laussane (IMD Internacional), took place in late 1989 and early 1990.
Questionnaires were forwarded to 10,000 senior executives headquartered in 34 nations, including
Mexico. Respondents predicted that in 1990 Mexico would achieve the third highest GDP growth
rate among the 10 "newly industrialized countries" of the 34 included in the study. Expectations
for 1991 are that Mexican economic growth will be the highest of the 10. Schwab praised President
Carlos Salinas de Gortari's efforts to dismantle regulatory structures, reflected in the accelerated
pace of privatizations. Nearly 230 companies have been privatized since 1983, generating $3 billion
in revenues for the government, he said. In statements to Notimex on Nov. 29, Smadja said that
while Mexico's economic prospects for 1991 are optimistic, social tensions over wage demands are
expected in the next few months. Next, external "risk factors" to consider are the Gulf crisis and
corresponding reduction in global economic growth, as well as economic recession in the US. In
their Nov. 28 issues, daily newspapers El Nacional and El Financiero reported on statements at a
Mexico City conference on the nation's economic prospects by Rudiger Dornbusch, professor at
the Massachusetts Institute of Technology and academic mentor of many senior Mexican officials.
According to Dornbusch, consolidation of economic modernization has not occurred because of
Mexico's "complete dependency" on foreign investment. The economist asserted that inadequate
foreign investment is crippling Mexican economic prospects. He said foreign businesspersons
are waiting for the conclusion of the US-Mexico free trade agreement to invest in Mexico. Next,
Dornbusch stated that if foreign investment continues at its current level modernization plans will
have to be indefinitely postponed, and the country's balance of payments will deteriorate to crisis
mode within two years. However, said the professor, under a trade accord with the US, Mexico
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would become increasingly integrated into the US economy year by year, and will lose its status
as a risky investment arena. Regarding the trade accord, Dornbusch said that if serious progress
does not occur before March 1991, the US Congress is likely to obstruct approval, demanding that
Mexico's oil industry be placed on the negotiations agenda, and perhaps even insist visible progress
by the Mexican government toward electoral and political reforms prior to signing off on the accord.
Dornbusch said reducing inflation to a level comparable with foreign competitors, the Mexican
government will have to index wages to the exchange rate, remove remaining price controls,
and strengthen its program oriented at privatization and liquidation of state-run companies.
The trade agreement, said Dornbusch, would mean increased employment and an improved
economic scenario for the US. For Mexico, he added, the accord is an absolute necessity due to the
country's dependency on foreign investment. Once a free trade agreement is in place, according to
Dornbusch, in five years Mexico would attain a level of economic development comparable to that
of Spain. (Sources: La Jornada, The Mexico City News, 11/18/90; El Financiero, 11/18/90, 11/26/90,
11/28/90; El Nacional, 11/18/90, 11/28/90; Notimex, 11/29/90)
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